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estate that falls on the occupier has that effect. If 
we throw taxes on capital we decrease accumulation, 
and the effect of decreasing accumulation is to de- 
crease the total revenue of> the country. 



The Theory of Progressive Taxation. 



BY PROFESSOR EDWIN R. A. SELIGMAN, OF COLUMBIA COLLEGE. 



The arguments that have been fdvanced in favor 
of progressive taxation may be grouped in two 
classes, socialistic and economic. The foremost 
scientific advocate of the socialistic theory is Wag- 
ner, with his doctrine of socio-political taxation. 
But Wagner's doctrine is inadmissible. From the 
principle that the state may modify its strict fiscal 
policy by considerations of general national utility 
to the principle that it is the duty of the state to re- 
dress all inequalities of fortune, is a long and dan- 
gerous step. If this were one of the acknowledged 
functions of government it would be useless to con- 
struct any science of finance. It is, however, per- 
fectly possible absolutely to repudiate the socialistic 
theory of taxation, and yet advocate progression. 
For instance President Walker, with us, has fol- 
lowed several of the French writers in advocating 
the compensatory theory of progression, i. e., that 
where differences of wealth are in a measure due to 
the state's own acts of omission, compensation 
should be made therefor. But this theory is not 
convincing, being utterly useless as a standard. Of 
a similar character is the argument for ostensible 
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progression, i. e., the progression in certain taxes as 
a counterpoise to the regression of other taxes. 

The real contest turns about the basis of taxation, 
the theory of benefits and the theory of ability. The 
old doctrine of taxation was that of benefits, and the 
natural conclusion was proportional taxation. This 
was soon modified by the introduction of the clear 
income theory. Furthermore, another class of 
writers absolutely repudiated the conclusion, hold- 
ing that benefits increased faster than property or 
income. But this was seen to be entirely false, and 
finally recent writers have utterly abandoned the 
basis of the theory itself. 

The advocates of the faculty theory at first drew 
the conclusion of proportional taxation, but grad- 
ually the clear income theory and the sacrifice theory 
were introduced, until, finally, the marginal utility 
theory of value was held to furnish an irrefragable 
proof of the necessity of progression. But recent 
Dutch writers have shown mathematically that the 
equality of the sacrifice theory cannot lead to any 
fixed rate of progression. Theoretically, however, 
progression may be upheld through an analysis of 
faculty, for faculty implies not only the conception 
of production, but the conception of consumption. 
While no definite rate can be pointed out as the 
ideally just rate, progression may be shown, on the 
whole, to be less unjust than proportion. 

Frpm the practical point of view, however, we 
must notice the limitations on the theory arising 
from the facts of incidence, the nature of the actual 
tax system, and the relations of local to general 
taxation. While it is highly probable that the ends 
of justice would be more nearly subserved by some 
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approximation to a progressive scale, considerations 
of expediency, as well as uncertainty of the inter- 
relations between the various parts of the entire tax 
system, should tend to render us extremely cautious 
in advocating any general application of the prin- 
ciple. 

Discussion. 

Professor Bemis: May I ask Dr. Seligman about 
the particular way in which he would apply the 
tax. I know that Dr. Seligman believes that the 
income tax in this country will have to be applied 
otherwise than by a direct tax, in order to have the 
desired effect. 

Professor Seligman: By indirect income tax I mean 
a tax which reaches the income of the individual 
indirectly. This can be done in several ways, as 
through a tax on corporate investments, on assumed 
business profits as fixed approximately by outward 
signs, on rental values or occupancy taxes, etc. 

Professor Ross: There was one paragraph in my 
paper that I omitted, and I might mention it. There is 
one important social effect of the fiscal or productive 
tax. For the tax may be arranged to tap the upper 
levels or the lower levels of society, and precisely to 
the degree it does so, it brings about social changes. 
And I went on to say that where democracies have 
introduced progressive taxation there is a mighty in- 
fluence at work to extend the functions of the state. 

Professor Farnam: There is no greater diffi- 
culty in applying progressive than proportional 
taxation, especially in our own country. There are 
difficulties on account of the fact that the income 
of individuals is taxed through the corporations. 
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One can see at once that it is impossible under this 
method to take account of individual wealth. A 
corporation with a capital of $10,000,000 may be 
owned by 100,000 people, and one of $5,000,000 
may be owned by only two people. In a case like 
that it would be obviously very difficult to apply the 
progressive tax. 

Professor Ely: I would like to make one remark of 
practical rather than theoretical importance. I have 
had some practical experience in matters of taxation 
as a member of two tax commissions, one municipal 
and the other state. I found writers on taxation in 
this country, and writers on other economic topics, 
cautioning us to be very careful; and not to make 
progress too rapidly. I believe that there is no country 
so conservative as the United States. The danger is 
not that we shall go too rapidly, but that we shall 
not go at all. I believe, too, that there is no other 
country in the world where wealth has so great power 
as in the United States, and where the facilities for 
resisting anything hostile to wealth are so great. 

The Municipal Ownership of Water Works. 

BY M. N. BAKER. 

[Read in Abstract.] 



Water works afford the best subject for the study 
of the municipal ownership of public works, because 
at the close of 1890, of 1,878 works in the United 
States, 806, or 43 per cent., were owned by cities, 
while practically all other natural monopolies have 
been given over to private companies. 



